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Terminology Department
Conducted by

the
of the

Special Committee on Accounting Terminology
American Institute of Accountants

The Committee on Terminology of the American Institute of Account
ants, having prepared a tentative vocabulary in a form convenient for the
use of its members, is now engaged in drawing definitions and desires to
secure the cooperation and assistance of members of the profession and
other readers of the Journal.
Inasmuch as the terms used in balance-sheets and profit-and-loss state
ments form the basis of the language of accountancy, these terms are of
the first importance and will receive the first consideration. It is intended
to arrange these words in small groups, each group containing words
which are more or less synonymous, and to consider them group by group.
First there will be considered groups of base-words such as “profits” and,
when definitions have been tentatively accepted, the derivative words such
as “gross profits” and “net profits” will be considered. It is proposed to
publish from time to time the tentative results at which we arrive and
to ask our readers to forward any suggestions or criticisms they may care
to make, whether these be different from or agree with the conclusions
reached by us.
Our work has been greatly facilitated by the able cooperation of the
librarian of the institute who has collated for us from various sources
definitions of the words in our vocabulary. These definitions number many
thousand and bring out clearly the meanings assigned to any word by
recognized authorities. They are studied by the committee before preparing
its own tentative definitions, some of which are now submitted.
Before studying these in detail it is well to consider certain general
principles which are involved and will demand consideration throughout
the work.
In the first place, it will be found that in many cases the correct definition
of a word depends upon the subject with which it is used. While there
are frequently colloquial or technical meanings with which accountants are
not now concerned, there are three branches of science in which they are
interested, viz., accounting, law and economics. Generally speaking, it will
be possible to find a common definition which will satisfy accountants and
will be accepted by lawyers. The economist, however, often requires an
entirely different definition and, as accountancy and economics are so closely
allied, it seems wise in some cases to give separate definitions.
The second general principle is concerned with the best method of
treating those words which are used by accountants so indiscriminately
that they have become almost synonymous. Typical of such words are
“earnings,” “gains” and “profits”; in fact, the dictionaries define “earnings”
as “gains” and “gains” as “profits.”
This leads to the question: Shall such words be treated as synonyms,
using one definition broad enough to cover all meanings, or shall we
attempt to assign to each some particular interpretation or idea?
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The committee feels that the first course leads to an unnecessary impover
ishment of the language, to the throwing away of a goodly heritage. It
feels, too, that each word has its individuality and conveys some idea, some
shade of meaning, different from any other word. It will, therefore, en
deavor to bring out the individuality of each word, thereby enriching the
vocabulary and rendering possible shades of meaning and more definite,
accurate description than could otherwise be attained.
If these principles be applied to the first group consisting of “earnings,”
“gains” and “profits,” an examination of the accepted definitions brings
out the following:
Earnings :
The prevailing idea here is the reward for services performed, usually
a pecuniary reward for services rendered without the aid of capital.
Gains :
This includes increment of amount or degree; that which is acquired
or comes as a benefit, profit or advantage as opposed to a loss.
The word usually carries the idea of comparison—“Current profits show
a gain over those of last year” or a “gain in speed, weight or earning power.”
The second meaning of the word is less used now than formerly.
“Profit-and-loss” account largely replaces the “loss-and-gain” account.
Profits:
This word implies that which remains—is left over—after defraying
expenses and providing for loss of capital.
In view of the above, the following definitions are suggested:
Earnings :
That which is gained or merited by labor, service or performance;
reward; wages; compensation.
The word implies the reward of personal effort, as distinct from return
upon investment, e. g., in the expression “earned income” or “unearned
income.” The word is applicable to individuals rather than to corpora
tions although as applied to the latter it is used by virtue of tax laws
synonymously with “income.”
In economics the word means the return of any economic good for an
economic service and is applicable to supervisory services as well as pro
ductive labor.
Gains :
Increment of amount or degree; that which is acquired or comes as
a benefit, profit or advantage as opposed to a loss.
Profits :
The gain resulting from the employment of capital in any under
taking ; the excess of the selling price over the cost of anything; pecuniary
gain in any transaction or occupation. The surplus remaining from the
employment of capital after defraying expenses and providing for loss
of capital employed.
In economics the term “profit” is used to designate the net return left
in the hands of a producer after deducting wages, including normal wages
of management, rent, the value of materials consumed and fixed capital
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expired, normal interest on capital, whether borrowed or owned by the
producer, and a sum sufficient to insure against risks. Any surplus remaining
due to unforeseen price fluctuations, etc., to fruitful inventions or to excep
tionally successful management is profit.
Let us now consider a second group consisting of
Income
Receipts
Revenue
Income:
The word expresses the idea of that which has or will come in from
any source (excluding a return of capital).
When applied to the affairs of individuals it expresses the same idea as
revenue does when applied to the affairs of a state or municipality. It
implies cash or its equivalent and is derived according to economists from
four sources, viz.:
Land
Capital
Labor
Business Organization
Receipts :
These may come from any source, but there is always conveyed the
idea of un fait accompli—the word means only that which is actually
received and, unless qualified in some way, indicates cash.
Revenue :
The derivation of this word, whether taken from the Latin or the
French, indicates the original meaning which has remained unchanged.
The word still means a coming back, that is, the return for something
put out or invested.
“Revenue” is used by public utilities in conjunction with operating
"income, but with this exception the word is generally used in the accounts
of states and municipalities to indicate the items which could appear under
“income” in the accounts of a corporation or individual.
The following definitions are suggested:
Income :
Income is increase in wealth measured in terms of money, accruing
or received during a given period, and results from the use of capital
or the rendering of personal service or both as distinguished from the
return of capital. It includes earnings, gains and profits from any source.
In economics “income” means the totality of the advantages enjoyed by
-a given community, either in the form of goods or services, during a stated
period, as a rule one year, as opposed to the totality of goods in existence
at a given moment.
Receipts :
That which is actually received, indicating cash (from all sources)
unless otherwise described.
Revenue :
Income of a government derived from taxes, customs or other sources;
also used with respect to the operating income of public utilities.
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The committee urgently requests criticism on the above. Communications
may be directed to any one of the undersigned.
Walter Mucklow, chairman,
420 Hill Building, Jacksonville, Fla.
Edward H. Moeran,
120 Broadway, New York.
J. Hugh Jackson,
56 Pine Street, New York.

American Institute of Accountants
REGIONAL MEETING AT BOSTON.
The fourth regional meeting of the New England members of the
American Institute of Accountants was held June 5, 1922, at Norumbega
Park, Auburndale, Massachusetts. The meeting was called to order at
11.15 a. m. by Alfred P. Ward, chairman, one hundred and sixty-two
members and friends being in attendance.
The report of the regional secretary was read and accepted.
At the morning session the following addresses were read and discussed:
The Theory of Business Cycles, by Ralph B. Wilson; Present Day Problems
in Industrial Accounting, by Stanley G. H. Fitch; The Accountant and the
Promoter, by Frederick J. Hillman.
In the afternoon there was a ball game between teams representing
Rhode Island and Massachusetts, the latter team winning by a score of 14-4.
The evening entertainment consisted of an informal dinner at 6.00 p. m.,
at which short addresses were made by Percy A. Guthrie, Charles L. Talbot
and A. P. Richardson.
After dinner, the members and guests attended the open air theatre
in the park.
E. Q. Kruchten, H. W. Muench and N. E. Tessem announce the
formation of a partnership under the firm name of Edward Q. Kruchten
& Co., with offices at 111 west Monroe street, Chicago, Illinois.
Bruce W. White announces the opening of an office in the Walker
building, 17 south Eighth street, Minneapolis, Minnesota.

Frederick B. Hill & Co. announce the opening of an office in the First
National Bank building, Rocky Mount, North Carolina.

J. E. Graef & Co. announce the removal of their office to 55 John street,
New York.
Ludwig B. Prosnitz announces the removal of his office to 1270 Broadway,
New York.
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